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As we've been discussing, my team and | released our outlook report, Outlook 2024: Embracing Change earlier
this month, including a full report, video summary, and client webinar replay, as well as a summary of our report
and a summary of our outlook. In this week’s Sight|Lines, we explain our bear and bull scenarios included in our
outlook report.

THE TAKEAWAY: THE BEAR AND BULL SCENARIOS MAY HAPPEN, BUT WE HOPE NOT

Each year our outlook includes three scenarios: a base case, a bear case, and a bull case. This year, we anchor
our framework on three things: the consumer, earnings, and animal spirits. In summary:

e Aswe discussed last week, our base case is for a less active consumer but positive economy and positive
earnings growth below consensus, leading to a modestly positive stock market and animal spirits that are
little changed.

e Inourbear case, perhaps triggered by the pain of higher rates or an unknown catalyst like another
geopolitical hotspot, the consumer slows spending more significantly, negatively impacting earnings and
stocks, further amplified by weakened animal spirits.

e Inourbull case, the consumer ignores the negatives and continues spending unchecked, fueling stronger
earnings, improving animal spirits, and a likely double-digit stock market return.

e We're not fans of our bull case, as irrational spending by the consumer may lead to more debt, which
builds up our Fiscal Transition problems down the road.

e We see the chances for the bull and bear cases to be higher than normal.

IN-DEPTH: ANCHORED ON THE CONSUMER, EARNINGS, AND ANIMAL SPIRITS, OUR
ALTERNATE SCENARIOS HAVE FAT TAILS AGAIN, EACH NEGATIVE IN ITS OWN WAY

This year we again framed up three scenarios: our base case, bear case, and bull case. Going deeper:
e We anchored our framework on three important components:
o The consumer, which drives about two-thirds of economic activity
© Earnings, which drive stock performance
o Animal spirits, the emotions and instincts influencing economies and markets
e |last week, we reviewed our base case:

o We see a less active consumer muting still positive economic growth.
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We expect positive earnings growth and stocks to produce muted positive returns.
Animal spirits remain stable, in line with last year.

Our bear case may or may not be initiated by an unknown event, like a new geopolitical hotspot:

O

O

O

A worried consumer would slow her/his spending much more significantly.

A less active consumer, and related muted business activity, would erode earnings.
Weakened animal spirits would exacerbate the problem, leading to a market correction
(defined as down 10%) or a bear market (defined as down 20%).

Our bull case anchors on the idea that, despite problems, the consumer keeps spending.

O

O

O

In this scenario, the consumer ignores the negatives and “spends beyond their means.”
A more active consumer, and related stronger business activity, would expand earnings.
A happy consumer, and better business, would drive even more positive animal spirits,
likely leading to a double-digit stock market return for the year.

Each year we assign a probability to each scenario as a way to anticipate, and try to plan for, the chances

of each scenario actually happening. For 2024:

O

O

We assign our base case, which we view as modestly positive, a probability of 55%, making it the
most likely scenario, in our view.

We assign our bull case, which is much more positive, a 20% probability.

Finally, we see a 25% probability of our bear case, so a chance for this negative scenario.

The “tail” probabilities, 20% and 25%, are higher than normal, what are called “fat tails.”

Through 2023, and in our outlook report, we discussed the challenges of Fiscal Transition, or the idea
that increased debt and higher rates spell trouble:

o So, while we normally hope that our bull case unfolds, this year we don’t.
o A consumer “spending beyond their means” fuels more debt, delaying the positive benefits of
going through a Fiscal Transition.
CONCLUSION

To start the year, my team and | released Outlook 2024: Embracing Change with a full report, video summary,

and client webinar replay. As has been our practice, we included a discussion of three scenarios: our base case,

bear case, and bull case views. By working through various possibilities, we’re more ready, and even excited, for
what’s in store in 2024.

Michael P. O’Keeffe, CFA ﬂﬂ
Chief Investment Officer
michael.okeeffe@stifel.com
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the
figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times,
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee
of future results. Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks
are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can
fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index
that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance
of developed markets, excluding the U.S. and Canada. VIXis a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a
popular measure of the implied volatility of S&P 500 index options.
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